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  The no-job-growth story is told 
by the green line in the graph below.   
In 1988, the high water mark for the 
1980s expansion, Connecticut non-
farm jobs reached a peak of 1,753,000, 
according to data from the U.S. Bureau 
of Economic Analysis.  The next 11 
years was a period of brutal recession 
and slow recovery, during which the 
state lost, then eventually regained, 
approximately 10% of its jobs.  The 
state briefly topped its 1988 employ-
ment count in 2000, only to slip into 
another, albeit milder, recession.  Not 
until 2007 and again in 2008 did the 
state’s job total exceed its 1988 crest, 
in the latter year by only 15,000 jobs.   
That small differential translates into 
an annual gain of fewer than 1000 jobs 
between 1988 and 2008, the latest year 
of comparable data, putting us dead 
last among states in the rate of job cre-
ation during the period.
6*'4'561(6*'5614;
  Now, as the late radio personality 
Paul Harvey used to say, “for the rest 
of the story.”  
  The reason Connecticut suffered 
such severe job losses in the early 
1990s is no secret. The S&L crisis, 
the collapse of the Soviet Union and 
the Gulf-War oil-price shock merged 
to produce perfect-storm conditions 
in the Nutmeg State that exacted a 
particularly heavy toll on its financial 
and defense-related manufacturing sec-
tors.  But since 1992, when wage and 
salary jobs bottomed, their numbers 
have grown at an average rate of 0.7%, 
about half the U.S. pace.  So simply 
using 1992 instead of 1988 as the base 
year nudges Connecticut up a few 
spots, to 46th of 50 states.
  There is yet another twist to the 
narrative. Total employment in the 
state consists of those who work for 
others—wage and salary employees—
plus those who are self-employed—sole 
proprietors or business partners.  Add 
the second group of workers to the 
first, and the job graph takes on anoth-
er slant (red line).  
  The notable differences? First, as far 
back as 1969, total jobs exceeded wage 
and salary positions by at least 10%, 
so compared to the green line, the red 
line shows a significant shift upward.   
Second, that gap has been growing 
steadily larger, surpassing 500,000 jobs 
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Count the self-employed 
that the nonfarm job 
survey misses and 
Connecticut employment 
proves far more dynamic.
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SOURCE: The Connecticut Economy, based on U.S. Bureau of Eco-
nomic Analysis (BEA) data.in 2008.  Since the mid-1990s, the 
slope of the red line has become much 
steeper than that of the green, climbing 
by 27,000 jobs annually between 1994 
(its trough) and 2008, despite hitting 
a plateau during the recession in the 
early 2000s.  
  And unlike wage and salary jobs 
alone, which have struggled to surpass 
their 1988 peak, total employment 
topped that number in 1999, and kept 
growing.  In percentage terms, that 
translates into a total job growth rate of 
1.3% per year—only slightly below the 
comparable U.S. average of 1.7%.  By 
this measure Connecticut ranks 35th 
of 50 states, closer to the middle than 
to the bottom of the pack.
  Consider one additional wrinkle. 
Like many states in the Northeast, 
Connecticut has also struggled against 
a strong population headwind, a long 
secular trend of Americans moving 
south and west.  Under these con-
ditions, the state’s job performance 
almost looks impressive.  Connecticut’s 
growth in total employment relative to 
population between 1994 and 2008 
landed the state near the top of the 
heap, 10th among the 50.
  As the distinction between wage-
and-salary and sole-proprietor jobs 
makes clear, Connecticut’s recent 
growth in total jobs is due almost 
entirely to a swelling in the ranks of 
the self-employed.  In the mid-to-
late 1990s, self employment kept pace 
with wage and salary positions in the 
state, shown in the second graph by 
the fairly steady ratio of self-employed 
to wage and salary jobs.  Then self-
employment really shot up, climb-
ing 4.7% annually, versus 3.8% for 
the U.S., between 1999 and 2008.   
In 2002, Connecticut surpassed the 
U.S. in the relative importance of 
self-employment to its economy.  And 
in 2008, the state ranked 10th in the 
share of self-employment jobs, making 
Connecticut practically a hotbed of 
entrepreneurial activity.
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 Data on self-employment origi-
nate from U.S. tax records, as the 
IRS requires the self-employed to file 
a Schedule C along with Form 1040.   
The self-employment number counts 
jobs rather than people working, just as 
with wage and salary positions.  That 
means one worker can account for two 
jobs by (for example) holding a full 
time job during the week and running 
a part time business at home on week-
ends.  Of course, a worker with both 
a full and a part-time wage and sal-
ary job would also be double-counted 
this way. Unlike wage and salary jobs, 
however, which are tallied by place of 
work, self-employment is measured by 
place of residence.  Another difference: 
wage and salary numbers are annual 
averages, while self-employment mea-
sures the number of proprietorships 
or partnerships active at any time dur-
ing the year. So someone who took a 
consulting assignment for just a few 









































growth in employment 
is due almost entirely 
to a swelling in the ranks 
of the self-employed.
CONNECTICUT OUTSTRIPS 
THE U.S. IN SELF-EMPLOYMENT












































Udays would count as having been self-
employed the whole year.
 Research points to two broad 
motivations for self-employment (see 
“The Growth in Self Employment” by 
Dan Kennedy in the November 2007 
Connecticut Economic Digest).  It offers 
both a way out of unemployment, 
and a chance to exploit new market 
opportunities.  The first you’d expect 
to predominate in periods of economic 
retrenchment, and the graph on page 
15 nominally seems to offer evidence 
of that motivation.  Self-employment 
relative to wage and salary employment 
climbed steadily between 1969 and 
1988 in Connecticut, but then arched 
upward significantly just as the 1990s 
recession hit.  
  Closer inspection reveals, however, 
that this jump was due to wage and 
salary jobs taking a harder hit than self-
employment jobs during that reces-
sion, rather than an actual shift from 
working for others to working for one-
self. As the recession dragged on, this 
ratio didn’t change, implying that the 
downturn later took a proportional toll 
on self-employed and wage and salary 
positions alike.
  After reaching a plateau of about 
20% in the 1990s, the self-employ-
ment ratio resumed its growth in the 
2000s, this time at a much more rapid 
pace and via a true shift away from 
wage and salary employment.  This 
jump in self-employment relative to 
wage and salary employment may have 
coincided with the early 2000s reces-
sion, but it did not end with the return 
of economic growth.  Instead, it con-
tinued throughout the decade’s expan-
sion.  Thus, the motivation behind the 
most recent surge in self-employment 
seems as much an effort to exploit the 
unique market opportunities of the 
new century as to avoid joblessness 
during the last recession.
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  Self-employment has, over time, 
become a more important feature 
of Connecticut’s economy, not only 
in terms of the number working for 
themselves but also for the incomes 
they generate.  In 2008, income from 
self-employment represented 18.8% of 
wage and salary income (left graph 
below). That is below the 2006 record 
of 21.7%, but still high by historical 
standards.  And it remains higher for 
Connecticut than for the U.S. as a 
whole, as it has been since 2000 when 
the Connecticut figure last overtook 
the U.S. 
  As the right graph below makes 
clear, that high income share has more 
to do with the large numbers of those 
opting for self-employment than with 
high average earnings, at least in more 
recent years.  In the early 1970s, when 
self-employment represented a thin 
slice of total employment, average 
annual self-employed earnings were on 
a par with average wages and salaries.   
Then in the 1980s, as the share of 
those self-employed grew, their aver-
age earnings lagged behind. That pat-
tern—more jobs, lower average earn-
ings—is consistent with new and part-
time workers entering the ranks of the 
self-employed, as both of those groups 
would tend to command lower earn-
ings.  Then, in the 1990s, a period of 
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Self-employment is both a 
way out of unemployment 
and a chance to exploit 





















































































NUTMEGGERS’ SHARE OF SELF-
EMPLOYMENT INCOME EXCEEDS U.S.
AVERAGE PROPRIETOR EARNINGS 
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consolidation took place.  The share of 
the self-employed held steady but the 
earnings gap disappeared, indicating 
perhaps that experience and longer 
hours were translating into bigger pro-
prietor incomes. Growth in the share 
of the self-employed accelerated in 
the 2000s and, predictably, the earn-
ings gap re-emerged, but even with so 
many entrepreneurs, self-employment 
income remains near its all-time per-
centage high.
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  BEA does not report self-employ-
ment data in sufficient detail to allow 
for an exhaustive statistical analysis 
of regional differences, but some sim-
ple graphical and correlation analy-
sis reveals several interesting patterns.   
Self-employment is generally more 
common “west of the river” than east 
(see first bar graph below).  Litchfield 
County has the biggest share of self-
employed, followed by Tolland and 
then Fairfield Counties.  Proprietor 
income, not surprisingly, commands 
a larger share of total income in those 
areas with the greatest concentration of 
self-employed workers; the simple cor-
relation between these two measures is 
+0.95.
  Regions with the largest share of 
self-employed workers also saw the 
fastest rate of job growth among the 
self-employed between 1994 and 2008, 
though the association was not as close 
as that between jobs and income shares.  
The correlation coefficient for propri-
etor jobs and proprietor job growth 
measured +0.35.  Job growth had a 
closer connection with income growth 
(see the second bar graph): the two 
moved in tandem during this period, 
with a correlation of +0.57.  
  So, in both levels and differences, 
self-employment jobs and incomes vary 
positively across Connecticut counties. 
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  Connecticut appears to have har-
vested a healthy crop of entrepreneurs 
even without adopting deliberate pub-
lic policies to nurture that growth.   
Instead, like many states, Connecticut’s 
economic development focus has been 
on snagging and retaining businesses 
through tax credits and other incen-
tives.  This is as much by necessity as 
by choice, since all states have felt pres-
sure to compete in offering preferential 
treatment to specific firms, especially 
large employers.  Economists, however, 
generally agree that such incentives 
amount to a zero-sum game that does 
not, in the aggregate, expand employ-
ment for competing states but only 
reshuffles the location of jobs.  These 
tax expenditures distort incentives, 
often benefitting large businesses at 
the expense of small ones, and reduce 
states’ ability to provide needed public 
services.
  As an alternative to its current 
top-down development strategy, 
Connecticut might consider a bot-
tom-up approach.  Despite the state’s 
high rate of self-employment, it has 
been much less successful at parlaying 
Schedule C filings into the creation of 
going concerns, as evidenced by the 
state’s notoriously low business forma-
tion rate: we ranked 41 out of 50 states 
in 2005 by this measure, according to 
the U.S. Census Bureau.  We also, per-
haps not coincidentally, ranked last in 
loans (per worker) to small businesses 
two years earlier, according to CFED, 
a nonpartisan think-tank which used 
Small Business Administration data.
  What might a bottom-up approach 
include?  CFED identifies a laundry-
list of potentially constructive mea-
sures to support small business, none 
of which Connecticut currently offers.   
First, codify government support for 
microenterprise, signaling that it is a 
priority for economic development, 
and laying the groundwork for pos-
sible future funding.  Next, provide a 
stream of loan and grant money large 
enough to make a difference to small 
businesses and steady enough to allow 
them to make rational plans for the 
future.  Financial support is apt to be 
especially important in today’s post-
housing boom era, since the run-up 
in self-employment during the 2000s 
was undoubtedly underwritten in large 
part by home equity loans that are now 
nearly extinct. 
  Finally, explore other creative sup-
port options, from training and tech-
nical assistance to tax incentives.  The 
state’s public institutions of higher edu-
cation are a potentially rich resource to 
tap for training and technical support. 
Tax incentives could be provided by 
simply adopting an earned-income tax 
credit, as have 23 other states, which 
would boost the incentive for low 
income residents to earn self-employ-
ment income.
  In their willingness to strike out 
on their own in business, Nutmeggers 
have shown a perhaps underappreci-
ated enterprising streak.   Public policy 
could do far worse than to encourage 
such efforts.  And that strategy might 


































































































































































“WEST OF THE RIVER”
LEADS IN SELF-EMPLOYMENT
SELF-EMPLOYMENT JOB AND 
INCOME GROWTH COINCIDE
SOURCE: The Connecticut Economy, based on BEA data. SOURCE: The Connecticut Economy, based on BEA data.
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